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Ms. Magalie Roman Salas, Secretary
Federal Communications Commission /.
1919 M Street, NW, Room 222, SC-1170 </,
Washington, DC 20554 £y

RE: Dockets CC 96-45, 97-160

Dear Ms. Roman Salas:

Today, Kathleen Abernathy, Vice President,-Federal Regulatory and Glenn Brown,
Executive Director-Public Policy, both of U S WEST, met with Paul Gallant, Legal
Advisor to Commissioner Gloria Tristani, to discuss Universal Service issues. The
attached charts were used during our discussion.

In accordance with Section 1.1206(a)(2) of the Commission’s Rules, the original and four
copies of this letter, are being filed with your office for inclusion in the public record for
the above-mentioned proceedings. Acknowledgment of date of receipt of this transmittal
is requested. A duplicate of this letter is provided for this purpose.

Please contact me if you have questions.

Sincerely,
,”’ 4/" ‘ 4 '

Attachments

cc: Paul Gallant
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UNIVERSAL SERVICE PROBLEM

* Goal of Low Basic Service Prices
* High Degree of Rate Averaging
* Two Sources of Historical Universal Service Subsidy

1. Explicit About $1B

2. Implicit $5B - $19B
Toll/Access —» [.ocal
Business —» Residence
Urban —» Rural

* Telecom Act of 1996 Changed Everything
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IMPACTS OF 1996 ACT

* Prices Must Be Just, Reasonable and Affordable

e Implicit Support Must Be Replaced by Explicit Support

e Specific
e Predictable
e Sufficient

e Customers in Rural and High-Cost Areas Should Have
Services (Including Access to Advanced Services) and
Prices Comparable to Those in Urban Areas

* Phased Implementation of New Explicit Support (Per FCC)
e “Non-Rural” LECs January 1, 1999

e “Rural” LECs 2001 Through 2003
Ability to raise basic service prices will be limited
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THE FCC’s DECISION

* Issued May 8, 1997

* Schools and Libraries
— $2.25B Fund
— Funding Based on State and Interstate Revenues
— Sliding Scale of Discounts
* Rural, Insular and High Cost Areas
— Funding 75% States / 25% Federal
— “Non-Rural” Telephone Companies
* Support = Forward-Looking Cost - Benchmark

* 14 Month Process to Select Proxy Cost Model
— “Rural” Telephone Companies

* Continue Present Mechanisms
* Transition to Forward-Looking Mechanism Beginning in 2001
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KEY ELEMENTS FOR
UNIVERSAL SERVICE FUNDING

1. Structure of the Fund
— National Fund
— 25% Interstate / 75% Intrastate
— Alternatives ??

2. Amount of Funding Required
— The Proxy Cost Models

3. Targeting of Support
— Statewide Averages
— Wire Center Averages
— Below the Wire Center

4. Removal of Implicit Support
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FUNDING STRUCTURE

* The FCC Decision Requires a 75/25 Split of
Funding Between the State and Federal
Jurisdictions

* 75/25 Will Threaten Affordability in Some States

— Primary Drivers:
e Number of High Cost Customers
* Range of Costs
* Number of Low Cost Customers to Spread Burden Over
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Technology must be least cost and not impede provision of advanced services.

Al petwork funciions must have an assopiated cost.
Oty long-run forward-looking costs may be included.
Rate of return must be curvent FOU or State presenbed,
Diepreciation rates must be within POC-authorized range.

Must include the cost of serving all businesses and households.
Beasonagble allocation of jolnt and common costs.

The model and all underlying data, formulae, computations and software must
be avatiable to all interested parties. Al date must be venilisble, englneering
assumplions reasonable, an outputs plausible,

Must be able to modify critical assumptions and engineering principles,

- Must deaverage support to the wire center, and i possible, the CBG, OB or

grid cell,
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Morth Dakota

Montana

Mew York S2079 0 821
2

F122M B220M 555
4% 3243M S3077M 61%

1.74 8%  SB4.IM B38B.6M P4 3%
331 9% F3L7M 316.0M 9%

Maryland

* s inputs wers proseibed by FUC Biaft w fectlitete comparison of models. Meither smodel sponses
endorses these npis o8 the cosrent basis for the determination of Bigheoost ssppo,
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+  BCPM3 USES A SMALLER DESIGN AREA, AND ADDITIONAL
DATA

JSES A PROPRIETARY ALGORITHM TO LOCATE
MERS AND DESIGN PLANT WHICH

G-PROVIDES ﬁ?%?éﬂ§i JUTION

CUSTC
SYSTEMATICALLY UND
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'VOLVES CERTAIN CONCESSIONS TC

P "FORWARD-LOOEINGT IR
-~ Metworks aren’t built with one “eibciemt”™ butldeount
Planmers do oot have perfect knowledge
Today's “forward-looking” is tomoreow’s “embedded™

THE HAI MODEL ASSUMES THE MOST OPTIMISTIC CASE IN

Perfect structure sharing

Belectic mix of state-of-the-art and antiquated technologies, running flat-out
- The HAI network exists in the mind of the economist, not the world of the
engineer
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Removal of 1

career opportur
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